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Summary 

Recent reports that certain entities continued to receive federal government contracts after 
reincorporating overseas have prompted questions about current and proposed restrictions on 
contracting with “inverted domestic corporations.” These questions are shaped, in part, by the 
broader debate over whether such corporations are to be seen as “deserters,” who change their 
corporate citizenship to avoid paying U.S. taxes, or as evidencing systemic problems in the U.S. 
tax code. However, they also reflect long-standing debate over whether and to what degree the 
federal procurement process should be used to promote socioeconomic goals that some assert are 
tangential to the primary purpose of the procurement process (i.e., acquiring the supplies and 
services that best meet the government’s needs at the lowest price). 

Congress has sought to discourage corporate inversions by barring certain contracts with inverted 
domestic corporations ever since it enacted the Homeland Security Act of 2002 (RL. 107-296, 
§835). As amended, this act prohibits the Department of Homeland Security from awarding a 
contract to an inverted domestic corporation, or a subsidiary thereof, unless the Secretary of 
Homeland Security determines that a waiver is necessary in the interest of national security. The 
act also establishes its own definition of inverted domestic corporation, which is different from 
that in the Internal Revenue Code. Subsequent legislation imposed similar prohibitions upon 
other agencies, although only as to funds appropriated or otherwise made available under specific 
acts of Congress. However, some commentators have argued that inverted domestic coiporations 
have continued to receive federal contracts because of “loopholes” or “gaps” in these measures. 
Thus, some Members of the 114 th Congress have proposed legislation (H.R. 1809, S. 975) to 
reduce or remove opportunities for inverted domestic corporations to receive government 
contracts. Similar legislation was introduced in the 1 13 th Congress. There have also been calls by 
Members of both the 1 13 th and 1 14 th Congresses for the executive to take action to further restrict 
agencies’ ability to contract with inverted domestic corporations. 

This report provides the answers to 14 frequently asked questions regarding the current 
restrictions on contracting with inverted domestic corporations, proposed amendments thereto, 
and the relationship between the prohibitions upon contracting with inverted domestic 
corporations and other provisions of law that restrict dealings with “foreign” contractors. 
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R ecent reports that certain entities continued to receive federal government contracts 
after reincorporating overseas have prompted questions about current and proposed 
restrictions on contracting with “inverted domestic corporations.” 1 These questions are 
shaped, in part, by the broader debate over whether such corporations are to be seen as 
“deserters,” who change their corporate citizenship to avoid paying U.S. taxes, or as 
evidencing systemic problems in the U.S. tax code. 2 However, they also reflect long-standing 
debate over whether and to what degree the federal procurement process should be used to 
promote socioeconomic goals that one court described as “only indirectly related to conventional 
procurement considerations” (i.e., acquiring the supplies and services that best meet the 
government’s needs at the lowest price). 3 

Congress has sought to discourage corporate inversions by barring certain contracts with inverted 
domestic corporations ever since it enacted the Homeland Security Act of 2002 (P.L. 107-296, 
§835). As amended, this act prohibits the Department of Homeland Security from awarding a 
contract to an inverted domestic corporation, or a subsidiary thereof, unless the Secretary of 
Homeland Security determines that a waiver is necessary in the interest of national security. 4 The 
act also establishes its own definition of inverted domestic corporation, which is different from 
that in the Internal Revenue Code. 5 Subsequent legislation imposed similar prohibitions upon 
other agencies, although only as to funds appropriated or otherwise made available under specific 
acts of Congress. 6 However, some commentators have argued that inverted domestic corporations 
have continued to receive federal contracts because of “loopholes” or “gaps” in these measures. 7 
Thus, some Members of the 1 14 th Congress have proposed legislation to reduce or remove 
opportunities for inverted domestic corporations to receive government contracts. 8 Similar 
legislation was introduced in the US 1 ' 1 Congress. 9 There have also been calls by Members of both 



1 See, e.g., Zachary R. Mider, How to Win Billions in Federal Contracts on a Permanent Tax Holiday, Bloomberg, July 
8, 2014, available at http://www.bloomberg.com/news/2014-07-08/tax-runaways-win-billions-in-u-s-contracts-despite- 
bans.html; Stephen Koff, Eaton Corp. Gets Millions in U.S. -Taxpayer-Funded Contracts, Despite Its Move to Low-Tax 
Ireland, Cleveland Plain Dealer, July 30, 2014, available at http://www.cleveland.com/open/index.ssf/2014/07/ 
eaton_corp_gets_millions_in_us.html. 

2 See generally CRS Legal Sidebar WSLG1067, Treasury’s Actions on Corporate Inversions, by Erika K. Lunder and 
Carol A. Pettit. 

3 Rossetti Constr. Co. v. Brennan, 508 F.2d 1036, 1045 n. 18 (7 th Cir. 1975) (“It is well established that the procurement 
process, once exclusively concerned with price and quality of goods and services, has been increasingly utilized to 
achieve social and economic objectives only indirectly related to conventional procurement considerations.”). 

However, while some may suggest that procurement decisions once focused exclusively upon price and quality, 
Congress, in particular, has long sought to leverage procurement spending to promote socio-economic goals. See, e.g., 
James F. Nagle, A History of Government Contracting 57-58 (2d ed., 1999) (describing how the Continental 
Congress used contracts for the mail to promote the development of interstate passenger transportation). 

4 See generally 6 U.S.C. §395(a)-(c). 

5 See 6 U.S.C. §395(d). 

6 See infra “What restrictions are there on contracting with inverted domestic corporations?”. 

7 See Zachary R. Mider, Ingersoll-Rand Finds Escaping U.S. Tax Carries No Penalty as Contracts Flow, 102 Fed. 
Cont. Rep. 67 (July 15, 2014) (noting, among other things, that Ingersoll-Rand can “gamer contracts that aren’t funded 
by annual congressional appropriations,” and received “contracts during periods when the ban had temporarily 
expired”). 

8 See infra “How do H.R. 1809 and S. 975 differ from current law?”. 

9 See H.R. 5278, 1 13 th Cong.; S. 2704, 1 13 th Cong. The current H.R. 1809 is identical to the measures introduced in the 

1 13 th Congress. The current S. 975 is different in certain ways, noted below. See infra “Waivers” and “To what types of 
contracts does the proposed legislation apply?”. 
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